dinka antić: multi-level fiscal system in bosnia and herzegovina: evolution and coping with economic crisis financial theory and practice 37 (3) 279-310 (2013) 
nomic stability of complex countries. Theoreticians of the new theory of fiscal federalism, called "a second generation theory", explain poor fiscal performance in some countries by the deviation from the principle of allocation of responsibility for expenditures and taxes and by the weak central government (Rodden, 2005) . In conditions of strong regional governments fiscal coordination between governments becomes a critical issue of functioning fiscal federalism in complex countries. Weingast (2006) defined five conditions important for the successful functioning of fiscal federalism: (i) the hierarchy of government with clearly designated scope of authority, (ii) the autonomy of sub-national governments, (iii) single economic space, (iv) strong budgetary rules and (v) institutionalization of power. They believe that the successful functioning of fiscal federalism implies a balance between the autonomy of sub-national governments and the authority of the central one where each level achieves a comparative advantage. Fiscal federalism with strong budgetary rules contributes to strengthening government accountability for resources entrusted and to establishing fiscal discipline. Implementing fiscal authorities and rules should not be left to the discretionary decisions of the central government, but it is necessary to establish an institutional structure that will ensure smooth functioning of fiscal federalism. In that sense fiscal coordination between levels of government is seen as a key tool for running prudent fiscal management in complex countries that can bring the fiscal policy of middle levels of government in line with national fiscal goals.
Achieving efficiency of macroeconomic management in a decentralized fiscal system turned, during the global economic crisis, from being a matter of academic issues and case studies, into a serious problem faced by the governments of a large number of countries. The causes of the deterioration of fiscal positions in a number of countries can be found in the selected concept of fiscal decentralization and global tax reforms. The process of fiscal decentralization in the world undoubtedly led to an increase in the fiscal autonomy of lower levels of government. However, from the empirical research of Joumard and Kongsrud (2003) it can be concluded that the pace of delegating powers for expenditures was much faster than for taxing powers as a consequence of the trend towards revenue centralization and the introduction of value added tax (VAT). Bahl and Martinez-Vazquez (2006) point out the paradox of fiscal decentralization. Instead of increasing the fiscal autonomy of lower levels of government, ignorance of the rule that "finances follow expenditures" in the implementation of fiscal decentralization has increased the dependence of lower levels of government on the central government. The global economic crisis from 2008 exacerbated the problem of maintaining macroeconomic stability in complex countries. The tendency to centralize the most productive taxes and to increase the discretionary jurisdiction of the central government for vertical transfers to lower levels of government, on the one hand, and the delegation of responsibilities for expenditures to lower levels of government, especially those whose size and growth trends could threaten the fiscal position of the central government, on the other hand, made lower levels of government vulnerable to serious budgetary shocks.
Analyses (Blöchliger, 2010a) showed that, before the crisis, the fiscal position of lower levels of government was more stable than that of the central government, which can be explained by the existence of strong fiscal rules for lower levels compared to the looser rules governing the central government. However, governments of lower levels were led into deficit by the global crisis due to the "scissor effect", a sharp fall in revenues, in concert with constant or rising expenditures, especially social expenditures. In most European countries the "scissor effect" has led to a real decline of local budgets, the reduction being greater for local than central governments (Davey, 2011) . Analysis of the crisis impact on the budgets of the world's governments presented by Ter-Minassian and Fedelino (2010) shows that the strengths of expressing the effects on budgets of lower levels of government depend on, for example, the strength of the economy and employment in the region/local community, the structure of their own income, authority for expenditures that are cyclically sensitive and debt structure. Various manifestations of the crisis in different countries are the result of the crisis not having hit all governments at the same time, and of the differences in the administrative capacities of governments to agree and implement fiscal policies and intervention measures (Davey, 2011 ). Government's response to the challenges of the crisis was largely determined by the degree of autonomy of the government in the area of revenue and expenditure, but also by possibilities of the central government to intervene. Interventions of the central government included various measures: insurance of additional transfers and credits, use of accumulated financial funds ("rainy day funds"), increase of loans or temporary relaxation of borrowing rules set for lower levels of government. According to OECD research, governments of lower levels have acted differently. Although most central governments of members opted for expansive fiscal policy, lower levels of government in half of the member states followed the fiscal policy of government while the other member states decided to cut expenses and increase revenues. The divergent fiscal policies in times of crisis demonstrated at different levels in the same country indicates the importance of the existence of intergovernmental fiscal coordination in order to insure a coherent government response to the economic crisis (Blöchliger, 2010a) . Fiscal coordination between levels of government is seen as a key mechanism for efficient fiscal management in complex countries, aiming at bringing regional fiscal policies into line with national fiscal goals.
This literature review and the findings cited reveal that the negative effects of fiscal decentralization on the government fiscal position and the macroeconomic stability of a complex state are exacerbated in times of economic crisis. The importance of fiscal policy for macroeconomic management is more emphasized in Bosnia and Herzegovina than in other complex countries, not only because of the highly decentralized and asymmetric fiscal structure, but also because of the limited possibilities of keeping an active monetary policy in terms of the existence of a Currency Board.
The aim of the paper is to present a model of fiscal coordination that would enable the fiscal consolidation of a multi-level and highly decentralized country such as B&H and ensure economic recovery and macroeconomic stability. Part two of the paper provides insights into the evolution of the complex fiscal structure of B&H from the Dayton Constitution to the present, analyzing the impact of the reform of indirect taxes on the taxing powers of sub-national governments and intergovernmental fiscal relations. The third part describes the quality of the fiscal system of B&H, focusing on the fiscal management and the established model of fiscal coordination, and analyses the levels of fiscal autonomy of the state and sub-national governments. Fiscal trends are presented in part four, and part five analyzes the fiscal position of B&H and its sub-national governments. The sixth part analyses the main drawbacks of the current loose model of fiscal coordination in B&H and presents an alternative model. The research should prove the hypothesis that only a binding, institutionalized and comprehensive fiscal coordination can contribute to fiscal consolidation and the economic recovery of the country.
fiscal arhitecture of bosnia and herzegovina 2.1 dayton competences (1996-2004)
Bosnia and Herzegovina (B&H) is a multi-level state in the political and in the fiscal sense. However, as compared to those in other multi-level states the political system in B&H has in a rather specific composition (see appendix, chart A1). It is composed of two entities, Federation B&H (FB&H), a highly decentralized entity consisting of three levels of government, the Republic of Srpska (RS), a highly centralized entity with two levels of government, and the District of Brčko (BD), which has a special status. FB&H consists of ten cantons. There are 80 municipalities in the FB&H and 63 municipalities in the RS. One of the attributes of B&H is a weak central government at the state level. According to the Dayton Constitution the state level was assigned only limited competences for expenditures, while full fiscal competences were assigned to the entities. The District of Brčko, established in 2001, had a certain level of fiscal autonomy in the field of direct and indirect taxation. From fiscal responsibilities under the Dayton Agreement only customs policy and determination of tariffs are within the exclusive jurisdiction of the State, while the tax policy, which includes the social contributions system, is entirely the responsibility of the Entities in terms of legislation, administration and revenue allocation. Although a set of state regulations regarding the single customs policy was adopted in 1997, the customs administrations of the Entities and Brčko District continued to exist until the beginning of the reform of indirect taxation system. Financing of the State level of administration was conducted through Entity grants from the Entity budgets in the ratio 2/3 FB&H: 1/3 RS. Subnational governments, in FB&H the cantons, cities and municipalities, and in RS the cities and municipalities were funded from tax revenues collected by Entities.
The existence of autonomous customs and tax systems within B&H led to double internal taxation or non-taxation and a loss of public revenues.
impact of the reform of indirect taxes on the tax structure
The reform of indirect taxes started with an establishment of the inter-governmental Commission for Indirect Taxes under the supervision of the international community in the beginning of 2003. The first phase of that reform ended in December 2003 after the adoption of the Law on Indirect Taxation System in B&H by which the constitutional powers relating to the indirect taxation policy and the administration and collection of the sales tax, excises and customs duties were shifted from the two entities (FB&H and RS) and the District of Brčko to the state level. During the year 2004 the reform encompassed the final centralization of the customs administration and delegation of the responsibilities for indirect taxes (customs duties, sales tax and excises) from the Entities and District to the Indirect Tax Authority (ITA), the newly established State agency, and its Governing Board, in terms of administration and tax legislation. At the end of 2004 the new state laws on sales tax and excise duties were adopted, replacing the legislation of entities and Brčko District. On 1 January 2005 the ITA and its Single Account for the collection of indirect taxes became fully operational. In the final stage of the reform of indirect taxes (2006) the state sales tax was replaced by a value added tax (VAT).
After the tax jurisdiction re-composition of 2006 compared to the original jurisdiction of Dayton, direct taxes (income tax, profit, property, etc.) and social contributions remain under the exclusive jurisdiction of Entities and District. All levels of government can introduce a variety of administrative duties and nontax revenues. For the overview of the tax competences in B&H, see table 1.
Because of the centralization of revenues from indirect taxes, which are the dominant source of revenues for all levels of government, Entities were no longer in a position to finance the budget of B&H. It was necessary to create a new system of vertical distribution of indirect taxes in B&H to ensure the adequate funding of the institutions of B&H, Entities and District. Furthermore, given that the local government level had lost its own-source revenues transiting to the VAT, it was also necessary to establish a new system of vertical and horizontal distribution within Entities to ensure not only the financing of public needs in the Entities but also the balanced development of local communities. 
distribution of indirect taxes at the bosnia and herzegovina level
The system of financing levels of government in B&H from indirect taxes consists of two levels of distribution of indirect tax revenues. The first level of distribution is defined by the State Law on Indirect Taxation System in B&H and the second by the Entity regulations.
In accordance with statutory provisions, indirect taxes collected into the Single Account (SA) are allocated daily in the order established by the Law. The priority in the distribution of indirect tax revenues is the refund to the taxpayers. Budget of B&H institutions is financed mostly from indirect taxes with a smaller share of the State's own revenue (non-tax, grants, share profits of the Central Bank and others). An equal amount from the Single Account of the ITA is paid in to the B&H budget each day, according to the amount of the annual budget of B&H in- Distribution of revenue from indirect taxes is defined by the Law on Indirect Taxation System as follows: the share of the remaining amount transferred the Federation, Republic of Srpska and the District is determined by their share in final consumption revealed by value added tax returns. The coefficient of allocation of indirect taxes to Entities is calculated in such a way that the final consumption of FB&H (RS, BD) revealed by the VAT returns is put in relation with the final con-sumption in B&H as reported on VAT returns. As of 1 July 2007 by the decision of the High Representative and in order to protect the fiscal autonomy of the District, the District share in the amount of indirect taxes allocated to Entities and the District, is fixed at minimum 3.55% and in nominal terms to 124 million KM. Since then only coefficients of allocation of indirect taxes to Entities are determined by the ITA Governing Board.
After the amount of indirect taxes to the Entities has been assigned, Entities in accordance with Entity legislation allocate the funds to the users of the distribution (Entity budget, cantons in FB&H, municipalities and cities, Directorate of Roads).
In the meantime, on 1 July 2009 amendments to the Law on Excise Duties imposed an additional road fee on oil derivatives, intended for financing the construction of the highway network and whose distribution to the Entities and District is done by special coefficients determined by the ITA Governing Board. The scheme of the distribution of indirect taxes is shown in chart 1 (above the line).
3 characteristics of fiscal system in bosnia and herzegovina
fiscal management
The main features of the fiscal system in B&H are the complexity of government levels, a high degree of decentralization of responsibilities for revenues and expenditures, a weak central government and the asymmetry in the structure of the Entity government, where one Entity is fiscally decentralized (FB&H) and the other one is centralized (RS). Given the broad fiscal sovereignty of Entities, fiscal federalism in B&H in the post-war period had the characteristics of dual federalism. The asymmetry of fiscal structure in B&H has been enhanced by the establishment of the District of Brčko and assigning it a considerable fiscal autonomy. On the other hand, the more favorable tax treatment of companies in the District in terms of lower sales tax rates in relation to Entities, led to tax competition among governments within B&H. The phase of competitive federalism brought fiscal expansion to the District as many companies especially the importers of oil derivatives transferred their headquarters to the District. Tax competition between Entities and the District has been ended by the centralization of indirect taxes at the state level. Reform of the indirect tax system has radically changed intergovernmental fiscal relations, contributing to a firmer connection of previously autonomous fiscal authorities. The high degree of fiscal interdependence of all levels of government, after the implementation of the reform of indirect taxation, raised the issue of fiscal coordination between the levels of government in B&H. On the other hand, the process of European integration requires that "B&H speaks with one voice" which, in the given political relations, means the coordination of levels of government not only in the fiscal sphere, but also in all economic, political and social issues which require the takeover and implementation of acquis. Therefore, B&H is entering a phase of cooperative federalism which its functioning based on dinka antić: multi-level fiscal system in bosnia and herzegovina: evolution and coping with economic crisis financial theory and practice 37 (3) 279-310 (2013) the cooperation of levels of government. In the given political circumstances, cooperative federalism is the only possible option on the way towards the EU, although some authors consider cooperative federalism "a joint decision-making trap" (Watts, 1998). Finally, the reform of indirect taxes has incorporated in the fiscal system of B&H executive federalism in the form of the ITA Governing Board. Executive federalism is a process in which intergovernmental relations are performed by the executive agencies of the federal government and regional government, at political and administrative levels (Boadway and Watts, 2000) . The establishment of the ITA Governing Board means the transfer of jurisdiction from the Parliament to the body of executive power in the area of indirect taxes. Decision making by the finance ministers of B&H and Entities on the policy of indirect taxes under the ITA Governing Board represents a direct involvement of executive power in intergovernmental fiscal relations.
After the reform of indirect taxes it became necessary to establish fiscal coordination between levels of government in B&H. In the beginning (2005) Council's task is to coordinate fiscal policy in B&H to ensure macroeconomic stability and fiscal sustainability of the State, Entities and the District. It adopts a medium-term fiscal policy framework, which includes the fiscal goals of the State, Entities and the District, macroeconomic projections, projections of indirect taxes and their distribution in the following year and the proposed debt ceiling of B&H, Entities and the District. The fiscal goal is limited to the primary budget surplus/ deficit. Decisions of the Fiscal Council are adopted by the majority of five votes, but majority must include at least one vote from each of the three constituent peoples. In case of lack of agreement on the fiscal framework, governments are required to submit a proposal for interim financing in the amount of the budget of the previous year. In the event of the budget being exceeded, the government that has violated the budgetary framework should transfer 10% of the excess of the budget at the expense of special purposes from which the repayment of internal debt of the government that violated the rules is financed.
The existing model of fiscal coordination has numerous functional and substantial weaknesses. Inclusion of Prime Ministers in the composition of the Fiscal Council reduces the effectiveness of the Council, which can affect the shift of the focus of dinka antić: multi-level fiscal system in bosnia and herzegovina: evolution and coping with economic crisis financial theory and practice 37 (3) 279-310 (2013) work from fiscal issues to political debates. Furthermore, the mechanism of voting, which includes elements of nationalism, can lead to a blockade of the work of the Fiscal Council in the event that one nation in the Council is represented by only one member. Fundamental weaknesses relate to the comprehensiveness of fiscal coordination and weakness of the sanctions mechanism. Unlike B&H and Entities, the District in the Fiscal Council has the role of an observer and has no right to decide but takes over the obligations and can be sanctioned as well as the Entities and State. Completely out of the coordination system remained the cantons and local communities, which together account for 28% of total tax revenue in B&H as well as other government and quasi-governmental units such as extrabudgetary funds. The fiscal goal is limited only to the primary budget surplus/deficit where capital expenditures and receipts are not taken into account. The fiscal goal excludes the surpluses/deficits of internationally funded projects. By defining fiscal goals in this way a large part of expenditure remains out of the control of the Fiscal Council which is the channel for "accounting gymnastics", i.e. showing current expenditures within the capital that are not under control. The sanction involving extracting 10% of the excess in a separate account from which internal debts are financed (for example, old foreign currency savings, material and nonmaterial war damage, etc.) can be seen as a form of forced savings of government, which in any case must at some point pay off the debt, rather than a penalty for violation of the agreed framework. The mechanism of sanctions does not include personal penalisation, as in some other countries (Ter-Minassian, 1997; Joumard and Kongsrud, 2003) , which in the case of B&H could be more effective than introduced sanctions. This raises the question of the efficiency of sanctioning the B&H central government and the District government if it is known that internal debt is the Entity debt. Finally, the Council's decisions, though legally established, are de facto not mandatory for the Presidency of B&H which proposes the budget of the institutions of B&H and Parliaments of B&H and Entities which adopt budgets so that the implementation of the Council's decisions depends on the balance of power of the ruling political structures in the institutions that make decisions on budgets.
fiscal autonomy
To assess the quality of fiscal federalism in B&H it is important to look at the structure of the tax system. The tax structure in B&H is characterized by the historical legacy from the socialist system and the low level of economic development. The result of these two factors is the predominance of indirect taxes. The introduction of VAT has deepened the gap between indirect and direct taxes. Finally, integration processes (CEFTA, EU) have diminished the importance of customs duties, and increased the importance of excise duties. In general, all the listed factors have contributed to the increasing dominance of indirect taxes in the tax structure in B&H (table 2) . Comparison of the degree of fiscal decentralization in B&H with recent measurements made by the IMF for 63 countries based on a set of four indicators (Dziobek et al., 2011a) , confirms the presented finding of an extremely weak central government in B&H, which has less authority than any of the other countries, regardless of the category (European, unitary, federal), except for spending on staff salaries (table 4) . Fiscal autonomy of local communities is very low considering that the share of revenue on which they decide entirely (non-tax revenue) or partially (tax on property) is low. In the analysis of fiscal autonomy it is not possible to apply the standard OECD synthetic typology (OECD, 2009a) to determine the degree of fiscal autonomy of lower levels, due to the fiscal interdependence of the government levels. If fiscal autonomy is measured by the discretionary indicator (Joumard and Kongsrud, 2003) , which is calculated as percentage of tax revenues of lower level of government where the Government has 100% control over the rate and/or base, then we come to the interesting conclusion that the fiscal autonomy in B&H is quite low at all levels and that B&H institutions, as nucleus of the central government, do not have any discretionary power in making the tax laws (table 5) . The reform of indirect taxes in B&H has strengthened the single economic space but on the other hand, it has increased the interdependence of the government levels because of the centralization of indirect taxes, which are the main source of funding for all levels of government in B&H. However, compared with other complex countries, the process of the centralization of taxes in B&H was not accompanied by the centralization of authority for expenditures and by any strengthening of the central government. Besides the defence reform and the establishment of agencies and directorates necessary for European integration, all major responsibilities are assigned to Entities and cantons. Despite the centralization of legislation and administration in the area of indirect taxation, Entities retained a certain influence on the policy of indirect taxation through the representation on the ITA Governing Board. Entities in this specific body have the right of veto on changes of legislation related to indirect taxes that originally belong to Entities (taxation of goods and services, excise tax), while the State has the right of veto in decision-making on customs revenues that are within the exclusive jurisdiction of B&H. Furthermore, the fiscal autonomy of the District is protected by the Law, even though the District has no right to decide within the ITA Governing Board. A general assessment is that due to the specific system of indirect tax distribution and the low share of direct taxes in B&H, all levels of government have quite weak fiscal autonomy, which implies a high degree of fiscal interdependence between levels of government and the need for fiscal coordination. In order to meet the specific situation in B&H, it will be necessary in OECD typology to add another criterion: degree of fiscal autonomy of government level in the group of revenue division (d.5), which would indicate revenue distribution with the consent of both levels of government.
fiscal trends in bosnia and herzegovina
The complex structure of government in B&H has contributed to exaggeration of public services and administration in B&H, with the effect of duplication and overlapping of public services, loss of public sector efficiency and effectiveness. The relatively high level of public spending, measured by percentage of GDP, as a result of the complex political-territorial organization of B&H and the high degree of fiscal decentralization of B&H, also had an impact on the country's fiscal picture in the form of high tax burden. Besides these factors, trends of dinka antić: multi-level fiscal system in bosnia and herzegovina: evolution and coping with economic crisis financial theory and practice 37 (3) The fact that the beginning of five-year implementation of the phase reduction of customs duties on imports from the EU coincided with the beginning of the crisis greatly complicates the process of fiscal consolidation. The introduction of additional road fees from the price of oil derivatives as of 1 July 2007, and the continued increase of excise rates on tobacco products in accordance with the minimum standards of the EU since 2009 were not enough to neutralize negative effects of the crisis on the level of consumption and economic activity in the country. The specific fiscal architecture of B&H and decision-making within the ITA Governing Board determined the range of fiscal measures undertaken by the authorities in the area of indirect taxes after 2008. There were no changes in the area of VAT because the proposed measures were divergent, depending on the economic and political interests of the Entities (for instance, FB&H advocated the standard rate increase and RS the introduction of differentiated rates), so the single VAT rate of dinka antić: multi-level fiscal system in bosnia and herzegovina: evolution and coping with economic crisis financial theory and practice 37 (3) 279-310 (2013) 17% has remained. The same situation occurred with RS initiatives for the introduction of "blue diesel" while FB&H advocated refunds to the farmers from the budget. The only consensus was reached with the gradual increase of excise taxes on cigarettes in line with the EU minimum rate. Some positive effects on revenues from customs duties are expected in 2013 after Croatia joins the EU.
Given the limitations of changes in the policy of indirect taxes, the Entities and Brčko District have focused on changes to direct taxes (income tax, profit tax, and property tax). The reform of direct taxes has included, inter alia, the introduction of a global (synthetic) model of income taxation, aligning profit taxation with international practice, reform of taxing property in RS and Brčko (abolishing inheritance and gift tax, introduction of a property register and using market value for the tax base), using modern IT platform, procedures and technique, establishment of single registers of taxpayers, etc. The mentioned reform has resulted in some degree of internal harmonization of direct taxes in B&H and the elimination of double internal taxation.
Reforms in the sphere of direct taxes implemented by the Entity governments in the period 2006-2009 occurred during the crisis and were unable to achieve the expected results (chart 2). The income tax rate in FB&H has been increased from 5% to 10%, while the profit tax rate was reduced from 30% to 10%. RS has changed the income tax rate several times and finally, in 2011, it was increased from 8% to 10%. In 2011 taxation of income and profit in the District was harmonized with Entities although there are differences in exemptions, deductions and allowances. For example, in FB&H and the District there is a personal deduction while it was abolished in RS as of 2011. During 2012 RS and Brčko District introduced profit tax exemptions for investing in production and hiring new workers. The effects of these measures on government budgets and economies are unpredictable because the poor political climate in B&H discourages foreign investors. On the other hand, financing the local level in RS is uncertain because of the comprehensive property tax reform in RS, which started in 2012. 
factors affecting the budgets of government levels in bosnia and herzegovina
Under the influence of divergent processes in global public finance -the centralization of revenue and processes of decentralization of expenditures -today, many of the factors listed are beyond the scope of measures of local and regional government, which reduces the possibility of effective and efficient response to the economic crisis. A similar process has affected the governments in B&H. The reduction of the fiscal sovereignty of the Entities and Brčko District and the increase the interdependence of government heightened the vulnerability of the budgetary positions of the sub-national governments in relation to fluctuations in revenues caused by the global crisis. Sub-national governments do not have instruments that can affect the major part of the source of revenue for financing. Indirect taxes, the most powerful lever, have been moved to the State level. The complexity of the procedure for amendments to regulations in the field of indirect taxes prevents rapid response of government to fiscal shocks. On the other hand, the vertical system of indirect tax distribution is very complex, because it involves all levels of government, external debt and indirect tax refunds.
The fiscal position of sub-national governments is indirectly influenced by factors derived from the model of the distribution of indirect taxes (see chart 1). The first factor affecting the distribution is the level of indirect tax refunds. Given that refunds are the Achilles heel of the VAT system in each country, the increase of refunds due to VAT frauds directly decreases transfers of indirect taxes to the levels of government. Furthermore, the increase of the B&H budget decreases transfers to levels of governments and vice versa. Due to the failure to adopt the B&H budget during 2011, the share of B&H institutions was kept at the level of 2006, which allowed the overflow of revenue from indirect taxes to the Entities and the District.
The model of allocation of indirect tax revenues based on the final consumption introduces purely economic criteria in the revenue allocation. The established interdependence of governments is reflected in the fiscal position so that a relative increase in final consumption in one Entity, which is the result of more favorable economic developments in that Entity, leads to a reduction in the share of indirect taxes in the other Entity and vice versa. As consequence, in the preparation of budget frameworks governments cannot accurately predict shares in indirect taxes, which makes it hard to draft the projection of the budget of lower government levels and in general makes the negotiating process for the budget framework of the general government of B&H very unreliable and uncertain.
Another problem is the process of adopting allocation coefficients. According to current regulations the ITA Governing Board should determine allocation coefficients between the Entities quarterly. Should there be a failure to adopt the decision, coefficients from the previous quarter have to be applied. The regulations also provide for the first temporary settlement for six months of the current year and second temporary settlement for the previous year. After the external audit final settlement between the Entities is performed. So far, it has often happened that the Governing Board cannot reach an agreement and so the old coefficients are applied. As the deviations of the actual coefficients from those applied are larger, the calculated amounts of the settlements are larger as well. Settlements are unpredictable because they are subject to political agreements. They are always carried out with a large time lag; in the event of the accumulation of high amounts of annual settlements, this will endanger the fiscal position of the Entity that needs to return funds to the other Entity.
analytical approach
In order to illustrate in the best way the changes in the fiscal position of sub-national governments in B&H after the outbreak of the global economic and financial crisis, a comparison of fiscal reports of government levels for pre-crisis 2008 and dinka antić: multi-level fiscal system in bosnia and herzegovina: evolution and coping with economic crisis financial theory and practice 37 (3) 279-310 (2013) 297 2011 by the major items of revenues and expenditures has been made. Analysis of the fiscal structure in B&H can be carried out horizontally, by decomposition of the consolidated fiscal balance of the general government to the central governments but also it can be done vertically, by decomposition of fiscal reports of government levels within the Entities (see appendix, chart A2). Official reports of governments in B&H do not usually include Directorates for Roads and international projects, and, given their great importance to international projects that finance the reconstruction in B&H, this resulted in significant differences between the government and IMF reports in terms of fiscal deficit, around 2% of GDP at present.
general government of bosnia and herzegovina
In general, the largest share in collected revenues and expenditures of the general government of B&H (table 6) goes to the Federation of B&H, as a result of the economic development and population growth. GDP of FB&H accounts for two thirds of the GDP of the State. Similarly, FB&H has twice the population of RS, which results in social benefits and transfers. In addition, the complex federal structure of FB&H has resulted in high administrative expenses. The share of capital expenditures in the RS is higher than in the FB&H. This is the result of divergent economic trends in Entities in recent years, as well as the different tax policy and policy of investment and privatization of strategic state-owned companies. The process of privatization of the telecom in the RS, just before the outbreak of the crisis, has brought significant resources that RS invested in the private companies, housing and infrastructure and partly covered the deficit in the extra-budgetary funds and public corporations (for example, railways). On the other hand, the share of direct taxes is almost the same, except that the tax burden increased in RS in the last three years. Similarly, reforms in the system of social contributions in Entities brought the increase in the tax burden and also the increase of the proportion of RS due to the increase of rate and expansion of the base. multi-level fiscal system in bosnia and herzegovina: evolution and coping with economic crisis financial theory and practice 37 (3) 279-310 (2013) 
consolidated central governments
Vertical analysis of the fiscal position of governments in B&H is based on the decomposition of the government sector to the constitutional system: the institutions of B&H, Brčko District, consolidated FB&H (FB&H budget, cantons, municipalities and cities and extra-budgetary funds) and consolidated RS (RS budget, municipalities and cities and extra-budgetary funds). Analysis of revenue structure of the government levels in B&H (table 7) shows similar shares of indirect taxes in the Entities, except in the case of the institutions of B&H and Brčko District. (table 8) . It is obvious that the budgets of FB&H and cantons are mainly sensitive to an increase of indirect taxes while cantons are the most sensitive to the movements of direct taxes. The main incomes of the local communities in FB&H are the non-tax revenues and property tax. ) has brought expenditure cutting in FB&H, mainly in the item of social benefits and transfers to sub-national governments. In contrast, there was an increase in expenditures in RS induced by the financing from the telecom privatisation receipts.
sub-national governments in entities
Analysis of the fiscal position of sub-national governments in 2011 compared to 2008 is based on fiscal reports for each level of government (the Entity budgets, cantons in FB&H, municipalities and cities). Comprehensive analysis of the local governments finance in the European countries during the crisis (Davey, 2011) shows that revenues were more volatile at the upper levels of sub-national governments than at the local level. However, the data from both Entities in B&H shows the opposite trend. From consolidated reports (see appendix, table A2) we can note a negative trend in the nominal revenue reduction in cantons and municipalities of FB&H in relation to the budget of the Federation, in which revenue was increased. Revenues of cantons and municipalities are lower than in 2008 due to a reduction of income tax. The local level in FB&H is further affected by a significant reduction of property taxes, although it is a specific tax (according to the area of the property) and by the reduction of subsidies and transfers received from the Federation and cantons. The drop of intergovernmental grants to sub-national governments was higher than decrease of own tax revenues, which is in the line with the conclusion of the OECD analysis that intergovernmental grants were more volatile than own tax revenues (Blöchliger, 2010a) .
The federal level has significantly reduced expenditures, which, together with the increased revenues, has reduced the fiscal deficit. The expenditure reduction is evident in cantons as well, but in a smaller proportion. The expenditure structure analysis indicates that the reduction has been made in grants, subsidies and transfers to sub-national governments and to capital expenditures. On the other hand, wages at the level of FB&H and cantons have not been cut and material expenses have been reduced to a lesser extent. It is interesting that the local level has increased wage expenditures at the expense of the social benefits that are the responsibility of local communities. , table A3 ). However, municipalities have less revenue due to reduced transfers of indirect taxes, decrease of property tax and non-tax revenue. The increase in social contribution rates, abolition of personal allowance for income tax and the introduction of fiscal cash registers in RS, which was initiated in 2008, led to the closure of many small businesses, which reduced both the tax and the nontax revenue of the RS budget and local communities.
In 2011, the fiscal position of the RS budget improved due to revenue growth and expenditure decrease, while the fiscal deficit of local level was reduced. Fiscal consolidation in RS brought a significant reduction in the RS budget expenditures. Expenditure reduction has been carried out on material expenditures, grants and social transfers, while expenses for salaries and capital expenditures were increased. Local communities have retained their wage expenditures at the same level, while at the same time they reduced grants and social transfers as well as capital expenditures.
the crisis as impetus for reforming of the concept of fiscal coordination in bosnia and herzegovina
The time from the occurrence of the crisis to date has shown up the stated weaknesses of existing system of fiscal coordination in B&H. Autonomous reforms of direct taxation implemented by Entities have jeopardized employment, foreign investments and achieved a level of internal tax harmonization. A weak central government at the State level and a loose fiscal coordination within the Fiscal Council could not affect the policy of wages and social benefits in the Entities and at the local level or prevent increasing disharmony in Entity tax policies. The po-litical turbulences in the country have prevented the Fiscal Council from determining the state's share of indirect taxes in B&H and adopting the fiscal goals and medium-term fiscal framework of B&H for the period 2011-2014, which is why the institutions of B&H were on temporary funding through whole 2011 while the entities created their budgets autonomously. The budget crisis culminated at the beginning of 2012 when the failure to adopt the budget of the B&H institutions for 2012 led to a freeze on foreign debt payments although there were funds from the allocation of indirect taxes set aside for that purpose. However, in order to meet the requirements for obtaining financial assistance from the EU, the IMF and the World Bank, the Fiscal Council succeeded in May 2012 in reaching an agreement on medium-term allocations of indirect taxes for the budget of B&H institutions and global fiscal framework of the general government of B&H for the period 2012-2015.
Growth of debt and the slow recovery of the economy, on the one hand, and divergent fiscal measures adopted during 2012, with uncertain effects, without cutting current expenditures, could, in terms of the existing loose and casual fiscal coordination, very often initiated and urged by International Community, deepen the fiscal deficit of sub-national governments in B&H still further. Moreover, having given up on the implementation of the single debt ceiling in B&H from 18% of total revenue in the summer of 2012, the RS Government has tied the debt ceiling to GDP, creating extra space for borrowing in this entity. In conditions of the increase of borrowing and low credit rating the authorities reached a new arrangement with the IMF of 410 million EUR in September 2012. The main obligations under a new stand-by agreement include, inter alia, cutting wages and social benefits and subsidies, better targeted social policies, establishing a more effective fiscal coordination and medium-term fiscal planning, removing blockages in the distribution of indirect taxes and funding the B&H budget and external debt (IMF, 2012). The obligations imposed on B&H are promising for the citizens from the standpoint of reducing government spending, strengthening the State position in fiscal relations and implementing the long expected reforms of expenditure policies. It should finally relax the fiscal position of sub-national governments, while ensuring an efficient and equitable system of social benefits in B&H. However, due to the announcement of more rigorous requirements for the payment of the next IMF tranche, the agreement reached within the Fiscal Council from May 2012 could be questionable.
Failures of the Fiscal Council to ensure, in the past four years, a coordinated fiscal response to the global economic crisis indicate the need for a serious reform of the current concept of fiscal coordination. In principle, the reformed model of fiscal coordination in B&H should be at the same time politically sustainable, economically efficient and able to anticipate obligations of B&H in the EU accession process. Since B&H is, due to specific political and fiscal relations, more similar to the EU than it is to other complex countries, the reformed model should be based on the concept of harmonization and coordination supported by the EU member states (Šimović, 2007) , i.e. on the cooperative fiscal federalism. However, unlike other complex countries in the EU with a developed democracy and a high level of fiscal responsibilities, in which governments respect the obligations arising from the national fiscal agreement even though fiscal coordination is not required (European Commission, 2012), political agreement is not enough for the governments in B&H and they must be obliged by the law to respect fiscal targets and frameworks. In order for decisions of the Fiscal Council to be binding on the Presidency and Parliaments, in terms of budgetary frameworks, the institutionalization of the Fiscal Council is required as a form of executive federalism which would include the mechanism of decision making similar to existing voting mechanism of the Governing Board of the ITA. Adoption of fiscal target and budgetary framework should be preceded by discussion that would necessarily involve the budget committees of the B&H Parliaments and Entities, most cantons, associations of local communities and the biggest extra-budgetary funds. Reform of the concept of fiscal coordination in B&H should also include redefining the fiscal target in terms of its determination related to consolidated income and expendi ture (current and capital) of all levels of administration, including deficits in international projects, operations of local communities, state-owned development banks and corporations that are generously financed from the budget (for example railways), and prescribing the uniform debt ceiling of borrowing for B&H and entities. Automation of current distribution of indirect taxes without the intervention of the ITA GB would substantially relax the work of the Fiscal Council and make the budget projections of lower level governments more reliable. Finally, the effectiveness of fiscal coordination cannot be achieved without fiscal discipline at all levels of government, effective monitoring of fiscal operations and sanctions for non-compliance with the fiscal framework for collectives and responsible individuals in governments.
conclusion
The crisis has confirmed the opinions of theoreticians that the distribution of the main responsibilities between levels of administration in complex countries, advocated by the theory of fiscal federalism, is incapable of preventing a negative impact of fiscal decentralization on macroeconomic management. It is necessary to introduce fiscal coordination as an institutional glue to harmonize budgets and fiscal operations of all levels of government with national fiscal targets.
The analyse of the fiscal system in B&H, its performance and response to the crisis has pointed out the main drawbacks of the complex and highly decentralized fiscal system in B&H. Autonomous and uncoordinated actions of Entities in time of economic crisis worsened the fiscal position of B&H. The current model of loose fiscal coordination, based on political agreement of Entities, usually induced by the international community, has elicited only temporary compliance from the governments. The divergent functioning of the fiscal system in B&H that plunged the country into indebtedness, jeopardizing the prospects of economic recovery, has raised the need to design an alternative model of fiscal coordination that would harmonise Entity fiscal policy with national fiscal goals.
The hypothesis of this paper was that only comprehensive, institutionalized and binding fiscal coordination between levels of government can ensure a coherent response of B&H to the challenges of the economic crisis.
Taking into account the complex fiscal setting and serious political constraints, it is necessary to establish a multi-tier system of fiscal coordination, involving all interested parties in the process of negotiating budgetary frameworks and national fiscal targets.
Request for institutionalization of fiscal coordination means that the Fiscal Council should be transformed from a political body to the main fiscal institution deciding on overall national fiscal policy.
An alternative model of fiscal coordination should meet two requirements in order to be feasible: it should reconcile a high degree of fiscal autonomy of the Entities and a need for better macroeconomic management of the state government. In order to meet those requirements a new model of fiscal coordination in B&H should take into consideration the characteristics of the cooperative and executive fiscal federalism. However, the cooperation between the State and Entities, established within the Fiscal Council, is necessary but not sufficient for adherence of the governments to the national fiscal goals. Unlike other complex countries, in which the federal government is responsible for fiscal coordination and monitoring of fiscal operations of lower levels, the state level in B&H is not powerful enough to run fiscal coordination. Bearing in mind that without extensive modification of the constitutional system it is not possible to delegate to the state additional fiscal responsibilities for macroeconomic policy it is necessary to incorporate executive fiscal federalism into intergovernmental fiscal relations in B&H, similarly to the model applied in the indirect taxation system. Therefore it is necessary to assign the Fiscal Council executive fiscal powers regarding the setting of the national fiscal targets, fiscal rules and a budgetary framework binding on all levels of governments and their parliaments. It would help not only in fiscal consolidation and economic performance but also in a reduction of the political tensions in the country and faster fulfilment of obligations in the EU integration process. 
